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ABOUT THE 
MODULE

National Bank for Agriculture and Rural Development (NABARD), Bankers 

Institute of Rural Development (BIRD) and Deutsche Gesellschaft für 

Internationale Zusammenarbeit (GIZ) GmbH have come up with a ‘Farmer 

Producer Organisation (FPO) Capacity Building Toolkit’. The toolkit contains 

the following modules: 

1. FPO orientation material

2. FPO capacity assessment tool 

3. Training of Trainers (ToT) for manual of Board of Directors (BOD)

4. FPO Massive Open Online Course

5. Guidebook on FPO business planning 

6. Guidebook on FPO legal compliances 

7. Business Model for FPOs 

8. Schemes and policy initiatives for supporting FPO 

9. Guidebook on commodity derivative market for FPOs 

10. Guidebook on input business planning for FPOs

11.	 Guidebook	on	FPO	financing	for	bankers

MODULE 7 ‘Business models for FPO’ presents a compilation of business 

models of various commodities based on experience of Umbrella Programme 

for Natural Resource Management (UPNRM) programme to help FPOs and 

other stakeholders in development of business plan, as a reference material. 

The module covers challenges with respect to the commodity, project idea, 

impacts,	sustainability	and	financial	details	including	cost-economics.

This business model is on Organic Turmeric and Ginger. 
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BACKGROUND
01

India has traditionally been a global leader in production of spices and has a long history of spice 
trade with the ancient civilisations of Rome and China. Owing to their exquisite aroma and taste, 
Indian spices have a high demand in the global markets. The varied agro-climatic conditions 
across the country are an advantage for spice cultivation with 65 varieties of spices, out of 109 
varieties listed by the International Organisation for Standardisation (ISO), being cultivated in 
the country. 

Almost all Indian states produce spices, with the total area under spice cultivation pegged at around 3.15 million 
hectares. The major spices cultivated in India are pepper, cardamom, ginger, turmeric and chillies. India is amongst 
the top producers of large cardamom; is the largest producer of turmeric, chilli and cumin; and has the highest area 
under cultivation of ginger. Kerala, Karnataka, Andhra Pradesh, Tamil Nadu, Rajasthan and Gujarat are some of the 
major spice producing states of the country.

Figure 1: Production details of major spices in the country

Sown area and production of Turmeric Sown area and production of Ginger

Turmeric Area (’000ha) Turmeric Production (’000 tonnes) Ginger Area (’000ha) Ginger Production (’000 tonnes)
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In terms of production and trade, India dominates the spice markets and during 2017-18 India exported over 1.02 
lakh tonnes of spices and spice products having a value of around INR 18000 crores (US$ 2781 million). During 
2017-18, exports grew by 8 per cent in terms of volume and 6 per cent in terms of value (US$). By value, chilli is the 
highest exported spice, followed by mint products, spice oils & oleoresins, cumin and turmeric. 

Apart from the export markets, India also has a large domestic market and is in fact the largest consumer of spices. It 
is the largest producer and consumer of chillies in the world with about 25 per cent of the global output. 

Organic spices

Organic spices have gained a considerable amount of importance in the past decade or so particularly due to the 
growth of the nutraceutical1 industry worldwide.  Spices like turmeric, ginger, fenugreek, garlic and red pepper have a 
vast appeal in the nutraceutical industry due to their health benefits. The demand for nutraceutical products has gone 
up as more people are turning to natural products for treating lifestyle diseases. The nutraceutical sector is growing at 
the rate of around 12-14 per cent in the U.S., 8-10 per cent in Europe, 14 per cent in China and almost 9 per cent 
in Japan, while it is still at a nascent stage in India.

There is growing demand for organic spices as the consumers are wary of the use of pesticides, harmful colours and 
other chemicals during cultivation and processing of spices. Consequently, organic spices easily command a high 
premium at the retail level.

With the growing demand and premium in prices, cultivation of organic spices in India has also gained momentum. 
Farmers are switching towards organic cultivation which is not a new concept for India as traditionally in India 
cultivation was done without the use of chemical fertilisers and pesticides.

Estimates by Agricultural and Processed Food Products Export Development Authority (APEDA) indicate that the 
total area under organic cultivation in India (including wilderness area) is close to 5.7 million ha (2015-16). This 
includes 1.49 million ha farmlands and the rest forest and wilderness area for collection of minor forest produces. 

Exports of organic spices from India is also on the increase. As per available statistics, in 2016-17 India exported 
around 3 lakh metric tonnes of organic products worth USD 370 million in 2016-17. USA, Germany, Netherlands 
are the major countries to which Indian organic spices are exported. Organic spice segment is dominated by 
commodities like chilli, ginger and garlic.

1	 	Nutraceuticals	is	a	broad	term	that	is	used	to	describe	any	product	derived	from	food	sources	with	extra	health	benefits	in	addition	to	the	basic	nutritional	
value found in foods.

Sown area and production of Garlic Sown area and production of Chilli

Garlic Area (’000ha) Garlic Production (’000 tonnes) Chilli Area (’000ha) Chilli Production (’000 tonnes)
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2.1 Low productivity

A major issue for Indian spice industry is low productivity as compared to other countries. Lack of good quality 
seeds, existence of uneconomic and senile genetic stock and high incidence of diseases, (particularly in cardamom 
and ginger) are major factors that result in low productivity of spices in our country. 

2.2 High production cost

High production cost of spices can be partly attributed to low productivity, and also to the fact that the input costs of 
spice cultivation (including organic cultivation) are higher as compared to those in other spice producing countries. 
Indian ginger is costlier compared to Chinese and Nigerian produce and also cardamom is another commodity in 
which the country has lost its competitiveness in the international trade because of increased production cost. 

2.3	 Difficulties	in	organic	certification

Farmers need handholding support in establishing Internal Control Systems (ICS) and in completing other necessary 
formalities for obtaining certification. Moreover, cost of certification of organic spices is high and beyond the 
capacity of an average Indian farmer. This has to be brought down to a reasonable and affordable level.

2.4 Integrated pest and disease management practices

Organic farmers have limited capacities on using integrated pest and disease management practices using organic 
inputs/bio agents. This may result in heavy crop losses and low productivity due to insect attack and diseases.

2.5 Poor product quality at farm level

Owing to lack of quality seeds, adequate storage and primary processing techniques at the farm level the quality of 
spices at the farm level is adversely impacted. This hinders reasonable price realisation for the farmers. 

CONSTRAINTS/
CHALLENGES IN 
THE SECTOR  

02
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2.6 Inadequate surplus for exports

Owing to low productivity of organic spices in India the surplus available for exports is quite less and hence it makes 
it difficult for FPOs and other market players to target the export markets that offer a considerable premium for 
organic spices.

2.7 Aggregation, value addition and marketing opportunities

Post production farmers lack opportunities or aggregation, value addition and even marketing. This results in lower 
prices even for organic products that are generally sold at a premium.

2.8	Price	fluctuations

Frequent and sharp fluctuations in the farmgate price of spices and the absence of a support price for the farmers is 
another critical issue for the farmers.  

Considering the above constraints, it is envisaged that the proposed business model would help in overcoming most 
of these challenges through technical inputs, capacity building of farmers, development of Package of Practices 
(POPs) aggregation of produce, value addition and developing market linkages.  
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Spices are considered as high value, low volume products which have a good market demand. Organic spices have 
an additional advantage as they fetch premium prices and have a high demand in the export markets.  Moreover, in 
farmlands located close to forest areas having an issue of animal interference, cultivation of spices helps in reducing 
crop losses due to wild animal interference.

The project idea is to support individual farmers to cultivate organic ginger and turmeric and providing them the 
necessary financial and handholding support. The objective is to significantly enhance the incomes of the farmers 
as organic products fetch premium prices in the markets. At the same time, organic cultivation shall result in the 
reduction of soil and water pollution, reduced health hazards for the consumers and also increased agri-biodiversity. 

In order to provide support to the farmers and to link them with the markets the concept is to establish a FPO at the 
cluster level which would support the farmers in processing, value addition and marketing of organic spices.

This project idea envisages to support the farmers and FPO in the following manner:

a. Support (grants/subsidies and credits) to farmers groups (Farmer Interest Groups (FIGs)/Producer Groups (PGs) 
of smallholders) for conversion from conventional spices to organic certified spice cultivation.

b. Support (grants/subsidies and credits) to farmers FPOs (Cooperatives/Producer Companies etc. of smallholders) 
to strengthen the processing and also the supply chain of organic spices.

c. Credit support to FPO for procurement and trade of organic spices.

3.1 Intervention strategies 

In order to achieve economies of scale and for ensuring financial viability it is proposed that these interventions must 
be taken up on a minimum of 300 acre of cultivated land. This would form a cluster wherein the targeted farmers 
would be organised into FIGs/PGs of spice cultivators. At the cluster level one FPO would be formed which would 
assist the farmers for aggregation, value addition, marketing etc.

PROJECT 
IDEA

03



6

Against this backdrop the following specific intervention strategies are proposed:

For farmers groups

The support may be provided through a local competent NGO or an established FPO for the following 
interventions.

a. Farmers mobilisation and sensitisation for the adoption of organic spices (grant/subsidy).

b. Training and extension services for the farmers on POPs for organic spices (grant/subsidy).

c. Facilitation of organic certification (grant/subsidy).

d. Facilitate farmers to obtain financial benefits under Paramparagat Krishi Vikas Yojana (PKVY) and other 
schemes.

e. Facilitate farmers to access quality seeds.

f. Facilitate farmers to go for crop insurance.

g. Buy-back of farm produce through the FPO.

The cluster development approach suggested under this model would help in minimising the overhead costs 
including administrative, monitoring, certification costs.

For FPOs 

a. Farmer mobilisation and sensitisation for the adoption of organic spice cultivation.

b. Training and extension services for the farmers on POPs for organic cultivation.

c. Facilitation for organic certification (grant/subsidy).

d. Maintenance of a robust internal control system and system for traceability.

e. Procurement of quality organic seed and supply to members (credit).

f. Provision of credit to the farmer members for cultivation based on the need (credit).

g. Promote crop insurance and ensure farmers to go for crop insurance (credit).

h. Development of systems for aggregation and supply chain management. 

i. Creation of post-harvest infrastructure namely; dryer, washer, peeler, slicer, grinder and storage.

j. Value addition.

k. Branding and marketing of produce.

l. Convergence with various enabling schemes. 

The funds can either flow directly to the FPO or through an NGO, which will have the overall responsibility of 
achieving the project objectives. 

3.2 Potential for upscaling

Demand for organic spices is growing in the national as well as international markets and hence there is bound to be 
a greater demand for organic spices in the time to come. Moreover, since under the model there is an FPO that acts 
as a facilitator and mentor for the FIGs, as an aggregating agency as well as a connect between the producers and the 
markets therefore the price and marketing constraints of individual producers would be effectively handled.

3.3 Comparison with conventional 

As compared to the conventional or inorganic spice cultivation the cost of cultivation of organic spices is more or less 
similar although after three years. Once organic certification is obtained the organic products fetch premium prices 
between 10 per cent to 15 per cent at the farm gate level while moving up the value chain the percentage of premium 
increases. 
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In fact, based on a scan of the current retail prices of some common spices on online marketing portals it has been 
observed that organic products fetch a premium ranging between 50 per cent to 75 per cent at the retail level. 

Table 1: Comparison of average retail prices of organic and conventional spices

Spice Average Market price (kg) Percentage of Premium

Conventional Organic

Chilli powder 260   410 58

Turmeric powder 250 350 40

Ginger powder 530  930 75

Coriander powder 270 420 55

Source: Online marketing portals

3.4 UPNRM case example 

This project idea is based upon the model established by Rajasthan Bal Kalyan Samiti (RBKS), Rajasthan under 
UPNRM. This model has been quite effective in promoting organic cultivation of spices, enhancing incomes of 
farmers and also in establishing a strong supply chain of organic spices through the establishment of a FPO.

Under this model cultivation of organic ginger and turmeric is being taken up on an area of about 300 acres 
involving around 300 farmers (directly) and 157 farmers (indirectly). 

The following are the highlights of this pilot:

•	 132 ha land was brought under organic cultivation.

•	 Approximately 20 farmers peer groups formed/promoted while one FPO was developed for running the business 
independently.  

•	 Farmers have improved capacities and POPs for organic cultivation. 

•	 Vermicomposting established as a viable business model for many farmers.

•	 Collective purchase of inputs and door step delivery of inputs, reduce input costs for farmers while result in 
revenue generation for FPO. 

•	 Farmers able to earn between INR 12000 to 30000 additionally per annum post implementation of the project.

•	 Establishment of a brand for marketing of produce.

•	 Environment and biodiversity conservation owing to use of organic inputs/bio-agents and bio-fertilisers.
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3.5	Business	model	with	flow	chart	representation

The following flow chart represents the role of various institutions within the business model and also depicts the 
flow of inputs and outputs. 

8

Facilitating Agency

FPO

FIG
(between 10 to 30)

Start up and 
Technical support

• Convergence
• Bank linkages

• Supply chain management
• Aggregation
• Post-harvest management
• Business planning
• Packaging and branding
• Marketing

• Spice cultivation
• Primary processing
• Aggregation 
• Organic certification

- Business planning
- Facilitation
- Input Supply
- Organic certification
- Loans
- Capacity building

- Farmer mobilisation
- FIG formation
- Group management

- Sale of produce
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4.1 Impacts – Social, Economic and Environmental

Social impacts

a. Increased availability of organic and healthy farm produce (farmers can harvest food crops from the same farms – 
alongside spice crop or after the cultivation of spices). 

b. Organic certification of the entire farmland helps farmers to also produce other organic crops which can be 
either consumed or sold in the market.

c. Collectivisation of farmers groups and strengthening the social infrastructure.

d. Increased participation of women in livelihood activities.

Economic impacts

a. Reduced cost of production of spices (no purchase of chemical fertilisers, pesticides, insecticides etc. and the 
farm yard manure is prepared by the farmers themselves. Reduced number of spraying saves the labour costs).

b. Increased yield of spices as well as other crops contributing to increased income of the family.

c. Farmers are able to get extra premium for organic certified crops, which enables them to enhance their income 
levels. 

Environmental impacts

a. Reduction of soil, water and air pollution because of use of organic manures, FYM and organic pesticides and 
IPM. 

b. Reduction of health hazards because of no use of chemical fertilisers, pesticides, insecticides etc.

c. No pesticides residues in fibre, hence no carcinogenic threats to the users.

d. Increase in biodiversity, agri-biodiversity, micro-organisms etc.

e. Eco-balance between pests and beneficial insecticides.

f. Improved soil fertility and crop productivity.

IMPACTS AND 
SUSTAINABILITY

04
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4.2 Mainstreaming Options 

This model has the potential to be replicated within Rajasthan as well as in various parts of the country (with suitable 
modifications based on local requirements). If required exposure visits can be organised to RBKS for interested 
organisations to understand this model in detail.

4.3 Climate resilience or adaptability of the model

Climate change and climate variability has become a major concern for the agriculture sector and in this scenario 
climate resilience of any farm-based model is critical for ensuring the success and sustainability of the model.

As far as the spice sector and particularly the cultivation of turmeric and ginger is concerned, these two crops can 
be grown in diverse conditions and are cultivated from sea level to nearly 1500 metres above sea level under both 
irrigated and rainfed conditions. Hence, it is noteworthy to mention that these two spices show a high degree of 
adaptability to varying climatic conditions.

Moreover, the practice of organic farming is expected to enhance resilience in farming systems, ensure better soil 
health with ecosystem services, bring sustainability in production and improve quality of produce.

It is also recommended that climate resilient varieties of turmeric and ginger may be used, although currently there is 
limited availabilities of such varieties in India.

4.4 Sustainability

Based on the experiences from Rajasthan, and also due to the manner in which this model has been designed, it is 
strongly felt that after initial support, this model comprising of FIGs and FPO would be able to achieve sustainability 
after 2 to 3 years.

The major factors that are expected to contribute towards sustaining this model are:

1. Facilitating agency to provide initial facilitation, startup and handholding support.

2. Capacity building of FIGs and FPOs in governance, business planning and financial management.

3. FIGs to be linked with banks and bank loans provided to farmers.

4. Convergence with ongoing government schemes to be achieved.

5. The economics of this model indicate moderate to high returns from the farmers and the FPO. 

6. This model factors the cultivation of one crop only, however, farmers would be able to cultivate at least one more 
organic crop and hence this would result in even higher economic gains for the farmers.
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5.1	Scope	of	financing	and	subsidy

At the FIG level, farmers would be requiring financial support in the form of loans for purchasing seeds of spices. For 
cultivation on one acre, a farmer would require around INR 30000 for ginger and around INR 70000 for turmeric. 
It is proposed that this requirement may be met partially through grant assistance from PKVY and partially from 
bank loans. In case culturable wastelands are to be brought under cultivation then funds from Mahatma Gandhi 
National Rural Employment Guarantee Act (MGNREGA) may be utilised. The facilitating agency and/or the FPO 
would assist the farmers in convergence.

The FPO is expected to require capital assistance (for equipment) to the tune of INR 52 lakh and working capital 
assistance between INR 2.5 to 3.25 crores. The working capital requirement would be primarily met through loans 
from NABKISAN and other banks while capital costs would be met partially through loans and partially through 
grant assistance from NABARD and from Ministry of Food Processing industries.

PKVY: Under PKVY farmers taking up organic farming (minimum group size of 50 farmers) are provided grant 
assistance of INR 20000 per acre spread over a three-year period. Farmers could utilise these funds for purchasing 
seed, crop harvesting and transportation of produce.

Small Farmers’ Agribusiness Consortium (SFAC) Scheme: SFAC supports the FPOs by extending the loan 
guarantee and equity capital support schemes: The following two schemes of SFAC would be helpful for the FPOs to 
leverage the loan from banks:   

a. Loan/equity guarantee cover scheme: Loans to POs/FPOs/FPCs under credit guarantee cover. Under this 
scheme FPOs can get term loan, working capital loan and or both. However, to be eligible to get the loan, the 
FPO must be 1 to 2 years old having audited balance sheet for at least one year and a minimum share capital of 
INR 3 lakh. The rate of interest is charged as per the NABARD refinancing rate. The loan is given up to 6 times 
of the net worth of FPOs or INR 1 crore whichever is less. 

b. Equity Grant Fund Support to FPCs: The Equity Grant Fund enables eligible FPCs to receive a grant 
equivalent in amount to the equity contribution of their shareholder in the FPC, thus enhancing the overall 
capital base of the FPC. The Scheme shall address nascent and emerging FPCs, which have paid up capital not 
exceeding INR 30 lakh as on the date of application. 

FINANCIAL 
DETAILS

05
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NABKISAN’s support to newly formed FPOs: There is provision for the loans to emerging/nascent POs which are 
not in a position to provide collaterals. However, funding to such FPOs up to INR 50 lakh in the form of loan which 
depend purely on the merits and prospects of their business plan.  

Ministry of Food Processing Industries: Financial assistance is provided for setting up of primary processing 
centres/collection centres at farm gate and modern retail outlets at the front end upto a maximum of INR 10 
crores per project. The Scheme envisages grants-in-aid of upto 35 per cent to 50 per cent subject to proportionate 
utilisation of bank loan and promoter’s equity.

MGNREGA: In case unculturable wastelands, erstwhile fallow lands are proposed to be used for spice cultivation 
then under ‘land development works’ component of MGNREGA labour cost for bunding and land levelling are 
provided under this scheme.

Spice Board India: The Spice Board offers following subsidies which may be obtained:

•	 Organic spice cultivation: Subsidy towards 12.5 per cent cost of production subject to a maximum of  
INR 12500/- per ha. for identified spices.

•	 ICS groups: 50 per cent cost of maintenance of ICS subject to a maximum of INR 75000/- as subsidy.

•	 Organic certification: Assistance to group of farmers, NGOs and Farmers Co-operative Societies/Associations 
in acquiring certification for their farms/processing units by meeting 50 per cent cost of the certification subject 
to a maximum of INR 1 lakh. Individuals are eligible for 50 per cent of the cost of certification subject to a 
maximum of INR 30000.

•	 Vermicompost units: In order to enable the growers to establish the vermicompost units, INR 3000/- is offered 
as subsidy towards 33.33 per cent cost of setting up a unit.

•	 Organic value addition units: 50 per cent of cost of the equipment/machineries for setting up of primary 
processing unit for organic spices subject to a maximum of INR 5.00 lakh as subsidy. 

In addition, there are various schemes at the state level for promotion of organic cultivation. These may also be 
accessed by the facilitating agency.

5.2 Cost Economics 

5.2.1	Cost-benefit	for	farmers2

The following tables provide details of the expected cost of cultivation and the expected revenue for individual 
farmers engaged in the cultivation of organic ginger and turmeric, each crop being cultivated on one-acre land.

2	 	It	must	be	mentioned	that	the	costing	and	yield	taken	under	this	model	are	based	on	experiences	from	Rajasthan.	Therefore,	the	cost-benefit	estimates	would	be	
valid under similar geographic conditions – particularly in the context of non-mountainous states of the country. However, costing and yield may vary in mountain 
states. 
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Cost-benefit	of	ginger	cultivation

Table 2: Cost-benefit	for	individual	farmers	engaged	in	organic	ginger	cultivation	(1	acre	landholding)	

S.No Particulars Unit Organic Cultivation  Total Cost (INR)

Quantity Cost (INR) Year 1 Year 2 Year 3 Year 4 Year 5

A.1 Sowing practices         

1 Land Preparation (including tractor 
hiring)

L/S   4000 4200 4400 4640 4880

2 Seed Treatment through organic 
treatment

Person 
days

5 250 1250 1313 1375 1450 1525

3 Cost of Turmeric seed requirement 
for 1 Acre 

Kg 800 90 72000 75600 79200 83520 87840

 Total (A.1) 77250 81113 84975 89610 94245

A.2 Main Field cultivation         

4 Cost of cultivation of Ratalu (bamboo 
sticks and ropes) 

L/S 2.5 1000 2500 2625 2750 2900 3050

5 Cost of Composting in 1 Acre Tonnes 3.75 3375 12656 13289 13922 14681 15441

6 Cost	of	tilling	field/Tractor	hiring	
cost 

Hrs. 2.5 650 1625 1706 1788 1885 1983

7 Mulching Person 
days

10 250 2500 2625 2750 2900 3050

8 Weeding and maintenance of crop 
field	

Person 
days

37.5 250 9375 9844 10313 10875 11438

9 Harvesting cost (person days) Person 
days

15 250 3750 3938 4125 4350 4575

10 Plant Protection cost (organic) Lumpsum   10000 10500 11550 11600 12200

 Total (A.2) 42406 44527 47197 49191 51736

A.3 Post-harvest expenses         

11 Cost of cleaning, sorting and grading  Person 
days

23 250 5625 6038 6325 6670 7015

12 Cost of packing material Gunny 
bags

90 50 4500 4725 4950 5220 5490

  13 Cost of marketing and transportation L/S 4000 4200 4620 4640 4880

 Total (A.3) 14125 14963 15895 16530 17385

A.4 Other expenses

14 Crop Insurance (Acre) 1 1700 1700 1700 1700 1700 1700

 Total (A.4) 1700 1700 1700 1700 1700

 Cost of Cultivation (A.1+A.2+A.3+A.4)    135481 142302 149767 157031 165066

B Yield per Acre (Qtl)

 Production of Ginger (after dry loss) Kg 4000

 Grade-A Kg 3000 75 225000 236250 272250 285863 300156

 Grade-B Kg 375 40 15000 15750 18150 19058 20010

 Grade-C Kg 625 20 12500 13125 15125 15881 16675

 Production of Ratalu (inter crop) Kg 625 20 12500 13125 15125 15881 16675

 Total revenue 265000 278250 320650 336683 353517

C Net returns (B-A) 129519 135948 170883 179651 188451
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Table 3:	Cost-benefit	for	individual	farmers	engaged	in	organic	turmeric	cultivation	(1	acre	landholding)	

S.No Particulars Unit
Organic Cultivation  Total Cost (INR)

Quantity Cost (INR) Year 1 Year 2 Year 3 Year 4 Year 5

A.1 Sowing practices         

1
Land Preparation (including 
tractor hiring)

L/S   4000 4200
4400 4640 4880

2
Seed Treatment through organic 
treatment

Person days 5 250 1250
1313 1375 1450 1525

3
Cost of Turmeric seed 
requirement for 1 Acre 

Kg 800 40 32000
33600 35200 37120 39040

 Total (A.1) 37250 37250 40975 43210 45445

A.2 Main Field cultivation         

4 Cost of Composting in 1 Acre Tonnes 3.75 3375 12656 13289 13922 14681 15441

5 Mulching Person days 10 250 2500 2625 2750 2900 3050

6
Weeding and maintenance of 
crop	field	

Person days 30 250 7500
7875 8250 8700 9150

7 Harvesting cost (person days) Person days 15 250 3750 3938 4125 4350 4575

8 Plant Protection cost (organic) Lumpsum   6000 6300 6600 6960 7320

 Total (A.2) 32406 34027 35647 37591 39536

A.3 Post-harvest expenses         

9
Cost of cleaning, sorting and 
grading  

Person days 20 250 5000
5250 5500 5800 6100

10 Cost of packing material Gunny bags 80 50 4000 4200 4400 4640 4880

11 Cost of transportation L/S   4000 4200 4400 4640 4880

 Total (A.3) 13000 13650 14300 15080 15860

A.4 Other expenses         

12 Crop Insurance (Acre)  1 1700 1700 1700 1700 1700 1700

Total (A.4) 1700 1700 1700 1700 1700

Cost of Cultivation (A.1+A.2+A.3+A.4) 84356 86627 92622 97581 102541

B Yield per Acre (Qtl)         

13
Production of Turmeric (after dry 
loss) 

Kg 4000    
   

14 Total revenue   30 120000 126000 145200 152460 160083

C Net returns (B-A)    35644 39373 52578 54879 57542

Assumptions

In the above analysis the following assumptions have been made:

•	 The cost of cultivation may be sourced from the ongoing schemes of the Government – primarily PKVY wherein 
a subsidy for an individual farmer is provided for upto 3 years. 

•	 Alternatively, the FPO has to arrange loan from the bank for the farmers - the loan amount will vary depending 
on the capacity of the farmer.

•	 From the above tables (Table 2, Table 3) it can be seen that the projected net returns from cultivation of ginger 
on 1 acre farm are nearly INR 130000 to 190000 per annum while that from turmeric are around INR 35000 
to 60000 per annum.
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•	 From the third year onwards it is assumed that the farmers would be able to get organic certification and hence a 
premium price of Grade A ginger has been taken. While for Grade B and C a price escalation of 10 per cent has 
been factored in.

•	 Each year inflation of 5 per cent in production costs has been factored in.

•	 The above assumption does not factor in drip irrigation system. In case drip irrigation is factored in then the 
yield are expected to increased around 20 per cent.

Economic analysis 

Taking a discounting factor of 15 per cent it is evident from Table 4 and Table 5 that farmers are expected to get very 
good returns from the cultivation of ginger (BCR 2.06) and turmeric (BCR 1.51). 

Table 4: Economic analysis of organic ginger cultivation in 1 acre landholding

Particulars
Amount in INR

Year 1 Year 2 Year 3 Year 4 Year 5 Total

Recurring costs 135481 142302 149767 157031 165066 749647

Total	benefits 265000 278250 320650 336683 353517 1554099

Net	benefits 129519 135948 170883 179651 188451 804453

Net present worth of cost@15% 495855

Net	present	worth	of	benefits@15% 1020175

BCR 2.06

Table 5: Economic analysis of organic turmeric cultivation in 1 acre landholding

Particulars
Amount in INR

Year 1 Year 2 Year 3 Year 4 Year 5 Total

Recurring costs 84356 86627 92622 95346 98071 457021

Total	benefits 120000 126000 145200 152460 160083 703743

Net benefits 35644 39373 52578 54879 57542 240017

Net present worth of cost@15% 306604

Net	present	worth	of	benefits@15% 461966

BCR 1.51
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5.2.2	Cost-benefit	for	FPOs

Details of cost-benefit of FPO engaged in processing and marketing of organic spices is provided in Table 6 below. It 
is evident from the estimates provided below that although the FPO would not be able to recover all its costs in the 
first year but subsequently it would be able to meet out its costs and make a reasonable profit.

Table 6: Cost-benefits	for	FPO	engaged	in	processing	and	marketing	of	organic	spices	(300	acres)

 Particulars Unit Organic Cultivation  Total Cost (INR)

Quantity Cost (Rs.) Year 1 Year 2 Year 3 Year 4 Year 5

A.1 Capital Cost         

1.1 Storage	(transit	storage)	cum	office Sq. ft. 1500 700 10.50 0.00 0.00 0.00 0.00

1.2 Office	equipments	(weight	machines,	
chairs, table, shelf, desktop computer, 
printer etc.)

Lumpsum 1 150000 1.50 0.00 0.00 0.00 0.00

1.3 Spices processing unit-Peelers, 
washer, 2 set of dryer, grinders, 
boilers and dehydrators (including 
installation)

Nos 1 800000 8.00 0.00 0.00 0.00 0.00

1.4 Spices packaging unit Nos 1 200000 2.00 0.00 0.00 0.00 0.00

1.5 Purchase of vehicle for transportation Nos 2 1500000 30.00 0.00 0.00 0.00 0.00

 Total capital cost    52.00 0.00 0.00 0.00 0.00

A.2 Recurring cost         

2.1 Mobilisation of farmers, training and 
technical guidance or organic farming 
(per year for 3 years)

Acre 300 1000 3.00 3.00 3.00 0.00 0.00

2.2 Capacity building of farmers in POPs, 
primary processing etc

Acre 300 3500 10.50 10.50 10.50 0.00 0.00

2.3 Certification	cost	(including	overheads) Acre 300 1000 3.00 3.15 3.31 3.47 3.65

2.4 Procurement of ginger from the 
farmers @30  quintals from one acre 
(150 acres)

Quintals 4500 7500 337.50 354.38 409.30 429.77 451.26

2.5 Procurement of turmeric from the 
farmers @40  quintals from one acre 
(150 acres)

Quintals 6000 3000 180.00 189.00 218.30 229.21 240.67

2.6 Operational and maintenance expenses 
of processing unit

Quintals 10500 250 26.25 27.56 28.94 30.39 31.91

2.7 Packing and transportation expenses Per 
quintal

10500 150 15.75 16.54 17.36 18.23 19.14

2.8 Staff, administration, travel, 
coordination, marketing etc.

Month 12 200000 24.00 25.20 26.46 27.78 29.17

2.9 Interest on loan for working capital 
(12%)

Half 
yearly

  15.00 15.00 19.50 19.50 19.50

2.1 Interest on loan for capital cost (12%) Per annum   6.24 5.79 5.28 4.72 4.08

 Total recurring cost 621.24 644.33 736.67 758.35 795.30

 Total cost - capital and recurring 673.24 644.33 736.67 758.35 795.30

A.3 Income/Benefits         

3.1 Sale of ginger Quintals 4500 8950 402.75 422.89 510.64 536.17 562.98

3.2 Sale of turmeric Quintals 6000 3500 210.00 220.50 266.25 279.57 293.54

 Total Income 612.75 643.39 776.89 815.73 856.52

 Gross Profit -8.49 -0.94 40.22 57.38 61.22
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ASSUMPTIONS

In the above analysis the following assumptions have been made:

•	 The above analysis assumes that the FPO is promoting cultivation of organic ginger and turmeric with about 
100 to 300 farmers cultivating an aggregated area of 300 acres – 150 acres under each spice crop.

•	 The cost of cultivation/conversion to organic cultivation for the farmers will be sourced from different schemes 
of the Government including PKVY.

•	 The FPO would assist the farmers in obtaining organic certification.

•	 The FPO would also engage in capacity building of farmers related to improved POPs and primary processing.

•	 The storage infrastructure will be made of low-cost materials. 

•	 Loan will be obtained for INR 2.50 crores during the first year as working capital for procurement of produce 
from the farmers while from the third year a loan of INR 3.25 crores would be required. The working capital is 
calculated as 50 per cent of the total cost of procurement of produce. Working capital loan would be taken for 
about 6 months each harvesting season.

•	 An increment of 5 per cent each year for price escalation in the market value of spices (selling price) as well as a 
premium of 15 per cent (after organic certification) has been factored in from the 3rd year.

•	 An increment of 5 per cent each year for price escalation and that of 10 per cent (for organic certification) in the 
purchase price of spices from the farmers has been factored in from the 3rd year.

•	 An increase of 5 per cent each year in the cost of processing of spices has been factored.

•	 An increase of 5 per cent each year in the administrative costs has been factored.

•	 The staff of FPO will coordinate the entire business operation including monitoring of conversion of 
conventional to organic farming.

•	 In the current analysis the working capital requirement of FPO is calculated at a 6-month cycle. However, FPO 
may also obtain advances from buyers and also sell on cash or extend credit for less duration this could reduce 
the working capital cycle and bring down the interest costs.

Economic Analysis

The economic analysis reveals that under the proposed business model the FPO would incur a small deficit in the 
first year and almost break even in the second year. Subsequently the FPO is projected to obtain a net return of about 
INR 40 to 60 lakh per annum. The benefit cost ratio is calculated to be 1.02 which is quite good and which indicates 
that this business model is viable.

Table 7: Economic analysis of operations of FPO 

Particulars
Amount in INR Lakh

Year 1 Year 2 Year 3 Year 4 Year 5 Total

Capital costs 52 0 0 0 0

Recurring costs 621 644 737 758 795

Total	benefits 673 644 737 758 795 3608

Net	benefits -69 -10 36 53 57 66

NPW of cost @15 per cent 2387

NPW	of	benefits	@15	per	cent 2423

BCR 1.02
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Loans

It is envisaged that for this business model the FPO would require a loan of INR 52 lakh for capital expenditure. 
For meeting its procurement costs a loan of INR 250 lakh in the form of working capital would be required (first 
and second years). The working capital would be required for 6 months each year and has been calculated at around 
50 per cent of the total cost of procurement of produce from the farmers. From the third year the value of procured 
commodities is expected to increase with the result that the FPO would require working capital of INR 325 lakh. 

Table 8: Working capital loan for FPO 

Working Capital Loan
INR in Lakh

Year 1 Year 2 Year 3 Year 4 Year 5

Yearly Working Capital Requirement 250 250 325 325 325

Repayment 250 250 325 325 325

Interest on net working capital Loan (Diminishing) @ 12 per cent per 

annum

15 15 19.5 19.5 19.5

As far as loan for capital expenditure is concerned, its repayment would be initiated from second year onwards (once 
the FPO starts generating surplus) and an annual instalment of INR 10 lakh would be paid. This loan is expected to 
be repaid over a period of 10 years.

Table 9: Capital expenditure loan for FPO

Capital expenditure loan

INR in lakh

Y 1 Y 2 Y 3 Y 4 Y 5 Y 6 Y 7 Y 8 Y 9 Y	10

Capital expenditure 52.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00

Repayment 0.00 10 10 10 10 10 10 10 10 6.44

Interest on capital loan 
(Diminishing) @ 12 per 
cent per annum

6.24 5.79 5.28 4.72 4.08 3.37 2.58 1.69 0.69 0

Total loan outstanding 58.24 54.03 49.31 44.03 38.11 31.49 24.07 15.75 6.44 0
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